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Abstract 
Even if several studies have been made upon the dimension that the performance could reach, there are still several ways of 
research that can add value to the main literature about the performance. Moreover, the performance obtained by the
Romanian Companies it can be summarize by several fluctuation, as it is often influenced by the evolution of the area, of 
the market where it acts or of the entire capital market evolution.
On the other hand, the performance is measured using financial information, but none of us can forget that there are also
other dimensions of it. As a fact, we tried to realize a connection between the financial performance and some qualitative
indicators using a dummy model applied on companies that are listed on Bucharest Stock of Exchange. The results proved 
that performance was influence significantly by those indicators.
© 2012 Published by Elsevier Ltd. Selection and peer-review under responsibility of the Emerging Markets Queries in
Finance and Business local organization.
1. Literature review
In modern concept of economics, qualitative variables have reached an important development as they are
generally used in order to emphasis specific aspects of performance. The dichotomous variables are applied not 
only for uncountable elements (like colors, feelings), but also for pointing out the discrepancies between certain
economic phenomena as Maddala, G,S.(1983) showed. 
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As a fact, Atrill,P., Omranb,B and Pointon,J. (2005) analyzed the performance obtained by 143 companies 
using their market orientation to different stakeholders. Several regression models with dummy variables, 
which prove to have an important relevance for return on equity on the non-service area, were realized. 
Moreover, Yermack, D (1995) found a indirect connection between the value of the company and the board 
size, by including several dummy variables that characterized the director that a company has. Stoevsky,G 
(2001) investigate the innovation and performance of Bulgarian Companies and establish a direct connection 
between size, innovation and performance obtained by them.  On the other hand, Cincera, M,  
Ortega-Argilés,R, and  Moncada-Paternò-Castello,P. (2009) realized a research upon the performance obtained 
by the companies that are listed and that research and development expenses. They concluded that large firms 
with R&D expenses underperform through the others in order of market capitalization. 
The dummy concept, applies either to other areas as Shih, S. H, Shih, W. P.F (2003) tested improved of 
with the reading habit. 
As it can be seen, dummy variables have an important influence upon the performance obtained by the 
companies, either if they are on the financial sector, either if they act in different areas. Consequently a proper 
analyzed on the listed companies on the Bucharest Stock of Exchange was realized as model using dummy 
variables are almost inexistent on the Romanian Market. 
2. Database and methodology 
The purpose of this study was to point out if qualitative indicators have an impact upon the performance 
obtained by the companies that are listed on the first category of Bucharest Stock of Exchange.  The main idea 
of the research wanted to establish a connection between financial performances, measured even by market 
values, even by accounting ones, and changes in value of several indicators. Among the qualitative information, 
increasing the number of shares that a company has, changing in the number of employees, changing in 
earnings per share, changing the total interest that the company has to paid, improving the growth expenses, the 
existing of goodwill and increasing the intangible assets value were considered as fundamental elements that 
can affect the performance for the sample analyzed 
The data for 2011 was collected using not only the financial statements of the enterprise, but also the 
explication that were attached to them.  The data were collected from the Bucharest Stock of Exchange, 
 
The number of companies was 19, even though about 22 companies are now listed on the first category of 
BSE.  Some of them have to be eliminated due to the lack of transparency regarding the indicators that we tried 
to quantify, TBM and FP, while AZO was excluded as no net connection could be identified.  
The performance was measured using on one hand the market valuation and on the other hand, the 
information resulted from the accounting perspective. Considering the market estimation, the total 
capitalization was considered for 2011, while the return on equity was determined in order to point out the 
accounting aspect of performance. 
First of all, the capitalization was generated by multiplying the average closing price with the total number 
of share for each company. Secondly, the return on equity was computed in order to assure the comparison with 
other indicators such as the price index, the interest rate or the inflation one. As a fact, the net profit was 
divided by the amount of proper capital from the beginning of the year as it was considered that the initial 
resources influence the performance obtained through one financial year reporting. Moreover, the financial 
performance was considered as the dependent variable in our dummy model. 
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The particularity of dummy variables is that they can have only two values, 0 or 1, and that they provide 
different kind of information to stakeholders, mainly as constant values. Moreover, there are also other dummy 
characteristics, as the researcher can used composed dummy variables if it has a multidimensional analysis. 
Regarding the dummy model methodology, it is generally used in order to present the possible effects of 
qualitative variables in regression equations and moreover the methods required in quantifying them.  What 
makes the dichotomous variables so different is that they can influence not only the intercept of the model 
analyzed, but also the slope of the independent variables, affecting the slope coefficients. As well, the term 
qualitative variable has to be clarified. With respect to our model, we considered that qualitative information is 
connected with the evolution of the indicators analyzed as no proper economic interpretation can be provided to 
the evolution aspect.   
In terms of independent variables, sev
e information about 
profitability of the company. As a fact, if the company increased the number of remunerated people, than the 
indicator was quantity by 1, otherwise by 0. Nonetheless, the evolution of earnings per share, the intangibles 
asset value and the interest fees were afterwards analyzed. The variables were quantified as follow: 1 when  an 
important increased was identified in first two factors, and 0 if a bad trend was detected, while regarding the 
interest fees with 0 was point out the reduction of interest expenditures. The purpose was that while the first 
performance only if the company finds a proper way of financial, the main idea been in interests elements 
diminishing solution 
Moreover, other indicators were considered such as the changes in the total number of shares, the 
development expenditures and the existing of goodwill. It is considered that when a company issue new shares 
it has financial power, the existing of goodwill provide same kind of information, as it suggests that the 
company took over other firms from the market. One another there is also an improvement in financial 
performance if expenses regarding the development of the company are magnified. Consequently, better 
performance was quantified with 1.  
Taking these facts into consideration, the model proposed for our research study has the following equation 
model: 
  (1) 
Where 
is the independent term which can fluctuate depending on the combination of individual dummy variables 
included , 
is the independent variables like earning per share, change of the total number of shares, development 
costs, other ways of quantifying the  performance achieved by the company 
is the coefficient specific for independent variables which can fluctuate depending on the combination of 
the variables included in the model 
is the error term of the model proposed. 
Similar equation was generated for total capitalization. This time however, the logarithmic value of 
dependent variable was considered, as percent interpretation can be provided. Otherwise, tremendous values 
would have been obtained for every term used in the model specification. Consequently, the equation has the 
following formula: 
  (2) 
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3. Results 
As the hypotheses provided above regarding a connection between performance obtained by the company 
and some qualitative indicators were tested, the results obtained are somehow similar with our expectation. As a 
fact, several regression models were realized using Ewievs software. The results shows that there are variables 
which could not been validated as their coefficient is not significantly different from zero. For example, the 
changes in the total number of employees do not affect the profitability of the company. Moreover, the existing 
of development expenses proved to be insignificant when the performance concept is discussed. 
In order to present the results obtained, the following table was realized. 
Tabel 1. Results using ROE as dependent variable 
Dependent Variable ROE 
Independent Value p-value Key performance indicators 
C 
EPS 
 0.1049 
-0.1214 
0.0428 
0.0904 
R2= 0.168 , F_stat = 0.08 
C 
Shares 
 0.1130 
-0.1992 
0.0033 
0.0036 
R2 = 0.401, F_stat = 0.003 
C 
Intangibles 
+EPS 
 0.1988 
-0.1207 
-0.1751 
0.0144 
0.1137 
0.0269 
R2 = 0.308, F_stat = 0.06 
C 
Interest fee  
+ EPS 
+ intangibles 
 0.2284 
-0.0888 
-0.1553 
-0.1257 
0.0073 
0.1165  
0.0454 
0.1054 
R2 = 0.385, F_stat = 0.07 
C 
Shares 
+EPS 
+Intangibles 
 0.1956   
-0.1535 
-0.1196 
-0.0727 
0.0074 
0.0301 
0.0923 
0.1863 
R2= 0.505 ,F_stat = 0.01 
 
Table number 1 illustrates the influence of qualitative indicators upon the performance measured by return of 
equity for the companies included in our sample. It can be observed that all variables analyses provide negative 
correlation with the profitability of the company. In fact, problems only occur when individual elements are 
analyzed as the value of the constant term is smaller than the value of the dependent variable coefficient. For 
example, the increasing in the total number of shares can diminished the return on equity performance with 
0.0862 percents. Even though it is a insignificant value, the explication can be that there is a time period 
through which the market absorbs the new information provided. On the other hand, the change in the number 
of shares is the indicator that affects most the profitability of the enterprise. Moreover, the results shows that the 
increasing of intangible assets can improve the return on equity with 0.1229 percent as a whole, even though 
intangibles assets cannot be proper evaluated by the market and moreover the depreciation of them is hard to be 
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truly estimated. For example, the goodwill of the company is supposed to depreciation, even though is should 
provide value added for the whole existence of the company. 
As a dummy variable model was used, the interpretation is different from the one that is general used in the 
regression models. As a fact, the R-squared has a diminished importance as it is accepted that no total effect 
influential variables can be summarize. Moreover, it is indicated that a mix between quantitative and qualitative 
information to be used as better analysis results can be pointed out. 
When the entire medium capitalization of the company is discussed, better and proper influences can be 
detected.  The following table summarizes some of our research results. 
Tabel2. Results using Capitalization as dependent variable 
Dependent Variables log (Capitalization), initial constant significantly different from 0 
 
Independent Value p-value Key performance indicators 
C 
Shares 
19.451 
  1.762 
0 
0.0579 
R2 = 0.207 , F_stat = 0.05 
C 
Shares 
Goodwill 
19.296 
  1.695 
  1.861 
0 
0.0746 
0.1595 
R2 = 0.307 , F_stat = 0.06 
C 
Shares 
Goodwill 
Intangibles 
 19.786 
   1.742 
   2.368 
 -1.065    
0 
0.0536 
0.0877 
0.2150 
R2 = 0.382 , F_stat = 0.07 
 
As it can be seen, the total capitalization is influence positive by the changes of number of shares , by the 
goodwill of companies, while the total intangibles assets has a bad impact upon them. The results are somehow 
justified as the goodwill is a component for intangible category. As a fact, proper analysis can be obtained, if 
they are used independently or if a composed dummy variable is used. About the economical background that 
the models provided have, firstly the constant has a particular interpretation. As it can be observed, its value is 
around 19, which illustrated the surplus probability that the companies listed are expected to have on the 
market. Moreover, as the companies are listed on the Bucharest Stock of Exchange on the first category, it is 
expected to have higher performance than the companies that are traded on the second category. Consequently, 
we can affirm that the constant is a area characteristic element as it can summarize some particular aspects of 
companies that are included in our sample. Regarding the other variables, the modification in the number of 
shares can influence the capitalization with 1,7% (in company quotation),  while the taking over process adds 
about 2 elements percent to the total capitalization. 
When the goodwill and intangibles assets are analyzed together, opposite results are generated. As a fact, the 
existence of goodwill improves the total market capitalization, while the increase in the total assets decreased 
the company performance as generally the companies had increased the value of their intangible assets under 
construction.  
when the number of shares remains unchanged. Due to this aspect, it is expected that the qualitative indicators 
to reflect the expectation of the stakeholders when changes in interest fees, changes in capital shares or changes 
in intangible assets (especially, the existence of goodwill) occurred through the development process. Taking 
the economical point of view into consideration, the companies which issue more shares, buys another entity or 
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increase the intangible assets due to their research and development expenses, it is perceived as a strong 
company whose performance is at least equal with the market expectations. 
 
4. Discussion and Conclusion 
The present study tried to emphasize the importance of qualitative indicators upon the financial performance 
that a company can achieve.  As a fact, a dummy model was used in order to point out the importance of 
changes in several uncountable elements. For example, the fluctuation in the number of employees, the cost of 
development, the fluctuation on the entire market shares, the changes in interest fee, the changes in earning per 
share were included in the model develop.  
The performance was analyzed using market capitalization on return on equity ratio. As a fact, proper 
significant influence of some variables was detected, why others proved to be totally insignificant for the model 
realized. A direct correlation was identified between the modify of numbe
quotation, while the existence of goodwill affects the profitability as the previous item does. 
The lag of our research is due to the small number of companies that are listed on the Bucharest Stock of 
Exchange. Moreover, another important problem regards the small number of companies that are listed on the 
first category. The problems also appeared when financial data was collected. As no a general way or reporting 
is lawful, each company provides information in its proper way. Lack of transparency was also one of the 
 questions that rise problem in our study. 
Further research can be realized by analyzing the entire Romanian capital market. Even if nowadays, more 
than 100 companies are listed on the Bucharest Stock of Exchange, some of them are not actually listed, the 
sample being then reduces with about 20%. The study can be improved using not only non-financial variables, 
but also financial instruments, in order to detect the profitability of the company. 
Moreover, we proposed a model where multiple composed dummy variables are used as not all of them can 
be included in order to summarize the total effect of them. Not least, a similar analysis can be realized using 
information from the RASDAQ market and nonetheless, an improvement can be realized by using other 
financial performance instruments, are compass a proper comparison analysis. 
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